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CHAPTER IV. THE NATIONAL – PROVINCIAL – DISTRICT GOVERNMENT 
RELATIONS IN MANAGING INWARD FDI IN INDONESIA 

4.1 INTRODUCTION 

In the previous chapter, we discussed investment policies in Indonesia. Besides 

investment policies, one important aspect to achieve sustainable development from investment 

is good implementation of policies. Magiera (2011) argues that although the legislators have 

good intentions to produce good laws and regulations, there are issues in implementing 

regulations. Since the introduction of decentralization in Indonesia, the mechanism of 

implementation of policies has changed significantly, so local governments now have 

significant roles in policy implementation. In order to understand the dynamic interaction 

process between multilevel government actors in implementing investment policies, this 

chapter analyzes the interactions between actors at the national, provincial and district 

government levels in the process of managing inward FDI. Furthermore, this chapter 

addresses the following sub-research question: How do the national, provincial, and 

district/municipality government actors interact with each other in managing inward 

FDI in Indonesia? More specifically, this chapter examines the distribution of authorities and 

responsibilities between the different levels of government in managing inward FDI. We also 

examine the dynamic interactions between government actors at different levels in 

implementing policies by using three policies to improve the investment climates as case 

studies.  

This chapter exposes the importance of collaboration between all levels of government 

to overcome the problem of decentralization. In this chapter, we only focus on investment 

climate problems. Some studies found that the decentralized governance system has created 

coordination problems such as over-regulation, over-taxation and policy fragmentation, thus 

deteriorating the investment climates in Indonesia (LPEM UI, 2002; ADB, 2005; Kuncoro, 

2006; KADIN, 2012).  

This chapter also attempts to explore the mechanism of intergovernmental coordination 

under the decentralized system in Indonesia, which has not been explored by many scholars. 

Only a few studies focus on intergovernmental relationships. For instance, Brojonegoro and 

Vazquez (2004) and Brojonegoro and Ford (2007) provide an overview of the 

intergovernmental fiscal relations between local and central government under the first and 

second wave of decentralization. Nevertheless, those studies only scrutinize the legal aspects 

of the financial coordination mechanism and pay little attention to the dynamic aspect of the 
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relationship. As  a complement to those studies, this chapter examines the dynamic 

relationship between the different levels of the government in the process of managing inward 

FDI. The analysis looks beyond the distribution of authorities between the levels of 

government to include dynamic interaction among actors at the different levels of government 

in the policy implementation. Our analysis departs from the assumption that in the process of 

interaction between the national, provincial and district governments, there is a shift in 

governance mode from hierarchical to co-governance. Furthermore, the success of the co-

governance mode is highly dependent on the capacity and the strong commitment of the actors 

in the collaboration processes.  

This chapter consists of seven sections. The first section has discussed the background 

of the study. The second section discusses the theoretical concept used as a framework for 

analysis. The third section provides an overview of the methods used in the data collection. 

The fourth section offers a brief description of the decentralization context in Indonesia. The 

fifth section discusses the distribution of functions to manage FDI and the empirical research 

on the interaction between actors at different levels of government. The sixth section analyzes 

the interaction between the government's actors in implementing policies to enhance 

investment climates and the last section concludes the chapter. 

4.2 MULTI-LEVEL GOVERNANCE: A THEORETICAL FRAMEWORK 

To overview the dynamic relationship between the levels of governments, we employ 

the multi-level governance (MLG) perspective. The MLG is a condition in which power and 

authorities in the public policy-making process are shared among institutions beyond the 

single jurisdiction, and non-state actors can participate in the processes (Piationi, 2010). 

Different from the intergovernmental perspective, which only focuses on the power 

arrangement between national and sub-national institutions, the MLG analyzes not only the 

power arrangement but also the interaction between actors in the formulation and 

implementation of national policies with diverse interests (Leo and Enns, 2009). The MLG is 

appropriate because the MLG framework is currently considered as a non-statist approach to 

analyze the federal-municipal relationship in Spain, Switzerland, Australia, France, Germany, 

Mexico, and the United States of America (Agranov, 2007; Hitz and Bachtiger, 2007; Brown, 

2007; Jailly, 2007; Bodenbender and Hrbeka, 2007; Rowland, 2007; Vogel, 2007). A non-

statist approach is an approach which views the relationships as two-ways processes involving 

actors at different levels of government, the state, and non-state actors, and the relationships 

become less hierarchical, less formal than in the past (Leo and Enns, 2009). The MLG 
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perspective is also widely used to analyze the intergovernmental coordination in overcoming 

common issues in the world (Bache and Flinders, 2005; Hirst and Thompson, 1996), and to 

examine social and political processes that resemble the multi-tiers of government in many 

countries (Bulkeley and Betsill, 2006).  

Using the MLG as a framework, we need to analyze power arrangements between the 

different levels of government. The MLG differentiates power arrangement model into two 

types of governance: type I and type II (Hooghe and Marks, 2002). Type I of MLG is the type 

of governance inspired by the theory of federalism, concerned with power sharing between 

governments at several levels. There are several characteristics of type I of MLG. Firstly, the 

decision-making power is shared among the lower units of government with a limited number 

of jurisdictional levels. Secondly, each of the jurisdictions carries out multiple government 

affairs, not the specific task. For instance, the jurisdictional levels carry out the provision of 

education, health, and other public services. Thirdly, although the jurisdictions are divided 

into different levels of governments, the authorities and the assignments owned by each level 

of jurisdiction do not overlap with other jurisdictions. Fourthly, the relationship between 

jurisdictional levels is more formal; laws, constitutions, and regulations determine the mode of 

relationship.   

In contrast to type I, in type II of MLG, the jurisdictional levels are not limited, each 

jurisdictional level is assigned specific tasks, the assignments and authorities are overlapping, 

and the relationship between levels is less formal and more flexible. Below is the table of the 

characteristics of both types of MLG. 

Table 4.1 The Characteristics of the two Types of MLG 

Type I MLG Type II MLG 

The jurisdiction is organized in a limited number Vast number/unlimited number within the 
jurisdiction 

Each of the jurisdictions retains a general purpose Each of the jurisdictions has specific functions 

Each of the jurisdiction’s functions do not overlap 
with other jurisdictions  

Each of the jurisdiction’s functions are 
overlapping with other jurisdictions 

The relationship between the jurisdiction is 
formal and based on rules, laws and norms 

The relationship between the jurisdiction is 
flexible and based on mutual trust 

Source: Marks and Hooghe (2004) Contrasting Vision of Multi-Level Governance in Blanche I., 
Flinders (Eds.) Multi-level Governance, Oxford University Press: Oxford, UK, 2004 
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 The MLG also provides a framework for analyzing the mode of interaction between 

actors in implementation of the policies. The traditional approach analyzes the interaction 

based on two approaches: the top-down approach and the bottom-up approach (Matland, 

1995). Different from that approach, the mode of interaction between actors in the formulation 

and implementation of policies can be divided into three modes of governance: self-governing, 

co-governance and hierarchical governance (Kooiman, 2003). Self-governing is the mode of 

governance in which the local government is self-motivated and able to overcome issues by 

themselves. Co-governance is the mode of governance in which all levels of government must 

work together to overcome social problems. Hierarchical governance is the mode of 

governance in which the central government uses the authority to intervene in the lower levels 

of government. By using that idea, this chapter determines three modes of governance in the 

formulation and implementation of policies as explained in the table below. 

Table 4.2 Modes of Governance in Policy Implementation 

Mode of Governance Description 

Self-governing Self-motivated action by local government 

Hierarchical governance The national government intervenes directly in 
implementation of policies 

Co-governance  The national and local government work together in 
implementation of the policies 

Source: Adapted from Kooiman (2003), Governing as Governance 

4.3  RESEARCH FOCUS AND METHODOLOGY 

We employ a qualitative methodology to address the relationship between the levels of 

government in the process of managing FDI, based on case studies. The policies and 

regulations and previous studies concerning the decentralization and FDI are assessed to 

understand the nature of the intergovernmental relationship in Indonesia, leading into case 

studies of the experiences of two districts in managing FDI: Banyuwangi and Ogan Komering 

Ilir (OKI) districts. These districts were selected because they are the typical districts in 

Indonesia: rural, lacking adequate infrastructure, yet rich in natural resources. Furthermore, 

these districts were outstandingly success in attracting FDI. The analysis of case studies is 

used to generate the relationship between the central, provincial and districts in Indonesia. The 

field studies were conducted in these districts twice. The first occasion was March 1st to May 

14th, 2016 and the second was March 1st to May 24th, 2017. During the field studies, we 
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interviewed several officials from the central, provincial and district governments (see the list 

of interviewees in the annex).  

4.4  DECENTRALIZATION IN INDONESIA  

To understand the context, in this section we give a general overview of the 

decentralized system in Indonesia. Indonesian started to implement decentralization in 2001 

after experiencing the centralized regime for long periods. The parliament enacted Law 22 on 

Local Governance (1999) as a basic regulation for decentralization. The law decentralized all 

authorities to the district/municipal government except the following six affairs: foreign 

affairs, religious affairs, the judicial system, national defense, national security and the 

monetary system. The central/national government and the provincial government had roles to 

supervise and to control the district government in delivering public services. The local 

councils elected the head of the district/municipal government and the head of provincial 

government. 

After being implemented for three years, Law 22 on Local Governance (1999) was 

substituted by Law 32 on Local Governance (2004). Of the many significant changes this 

heralded, the two most prominent were the new arrangement of authorities among different 

government levels, and the introduction of direct elections for the district heads (Bupati), the 

municipality heads (Mayor) and the province heads (Governor). According to this law, the 

central government retained power in six affairs as the absolute affairs: foreign affairs, 

religious affairs, the judicial system, national defense, national security and the monetary 

system. Other government affairs were shared among the different levels of government  using 

three criteria: externality (the most impacted), efficiency (in term of the cost), and  

accountability. At the more operational level, the central government had to develop a 

minimum services standard. The provincial government had to implement the standard at the 

provincial levels, and to oversee implementation of the standard at the district levels. The 

district/municipal government had the functions to implement the minimum service standards 

(Suwandi, 2015). Furthermore, the new law created a mechanism to elect the district head, 

mayor, and governor through a direct election. 

Law 32 on Local Governance (2004) was substituted by Law 23 on Local Governance 

(2014) at the end of 2014. The new law transfers some authorities retained by the district 

government to the provincial government. For example, under Law 32 on Local Governance 

(2004), the district head and mayor were able to issue business licenses for natural resource 

exploitation such as mining licenses and forest cultivation licenses. However, currently, under 
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the new law, those authorities are transferred to the governor. The distribution of authorities 

becomes more complicated (see figure 4.1).  

Government affairs are classified into three categories. Firstly, the absolute affairs are 

the government authorities to manage six affairs: foreign affairs, religious affairs, the judicial 

system, national defense, national security and the monetary system. Secondly, general 

administrative affairs are the government’s affairs to maintain national unity and national 

ideology, which are retained by the central government. Thirdly, the concurrent affairs are the 

authorities'/government’s affairs that are shared among the different level of government, 

consisting of six affairs related to basic service provision, eighteen affairs not related to the 

basic service provision, and six affairs related to natural resource management. The concurrent 

affairs are distributed based on the three criteria: externality, effectiveness, and accountability. 
Figure 4.1 Distribution of Power and Authorities between National, Provincial and District 

Governments 
 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

Government’s Affairs 

The absolute 
affairs (the central 

/national 
government) 

1. National security 
2. National defense 
3. Monetary 

system 
4. Judicial system 
5. Foreign affairs 
6. Religious affairs 

 

The general 
administrative 

affairs (the 
central/national 

government) 
1. To maintain 

national unity 
2. To teach and 

internalization 
of the ideology 
of the Five 
Principle 
(Pancasila) 

 

The concurrent affairs (the central/national,  
provincial and district governments) 

Basic service 
provision 

 
1.Education 

services 
2.Health 

services 
3.Public 

infrastructure 
and land 
zoning 
provision 

4.Housing 
services 

5.Safety  
6.Social services 

 

The government affairs 
not related to basic 
services provision 

1. Labor; 
2. Women's 

empowerment and child 
protection; 

3. Food Security 
4. Land ownership 
5. Environmental 

management 
6. Civil administration 
7. Village development 

and people 
empowerment 

8. Family Planning  
9. Transportation 
10. Communication and 

Information 
11. SME Development 
12. Investment 
13. Youth and sport 

activities 
14. Statistics 
15. Code agency 
16. Culture 
17. Libraries 
18. Archival 

Strategic 
economic 

Sectors/Manag
ing natural 
resources 

 
1. Maritime 

and Fishery 
2. Tourism 
3. Agriculture 
4. Forestry  
5. Mining and 

Energy 
6. Trade 
7. Industry 
8. Transmigrat

ion 

Source: Suwandi (2015) adapted from Law 23 
on Local Governance (2014) 
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Note: The government’s affairs are divided into three categories in which two categories lie under the 

national government’s authority and one category is shared among the different level of 

government. The absolute affairs and the general affairs lie under the national government 

authority and the concurrent affairs are shared among the national, provincial and district 

governments. Managing investment, both domestic and foreign, is under concurrent affairs, 

which means the function is conducted by all level of government. 

4.5 THE DISTRIBUTION OF AUTHORITIES AND FUNCTIONS BETWEEN 
DIFFERENT LEVELS OF GOVERNMENT IN MANAGING FDI IN 
INDONESIA 

 As described in the previous section, the concurrent affairs are the government’s 

functions, which are shared among the different level of government. One of the important 

government affairs is to manage investment, including foreign direct investment. In this 

section, we focus on analyzing the distribution of authorities between the different government 

levels to manage FDI. Our main finding in this section is that the national government plays a 

dominant role in the process of management of FDI. However, the collaboration with other 

levels of governments is substantial since the roles of provincial and district governments are 

also significant (see table 4.3). In the following section, we discuss the roles of each level of 

government 

Table 4.3 The Management of FDI in Indonesia 

Function of managing 
FDI 

Central/national 
government 

Provincial 
government 

District/municipal  
government 

Develop the strategic 
planning for 
investment.  

Develop the general 
investment plan at the 
national level 
 

Develop the general 
investment plan at 
the provincial level 

Develop the general 
investment plan at the 
district level 

Develop policies to 
protect citizens from 
negative impacts of 
FDI 
 
 
 
 
 
 
 
 

Develop: 
§ The national 

regulations on 
sectors open or 
closed to FDI, 

§ The policy 
intervention to 
protect domestic 
enterprises, 

§ The national land 
use planning 
policies, 

§ The national 
environmental 
policies. 

Develop: 
§ The provincial 

regulation of the 
local wage policies 

§ The provincial land 
use planning 
policies 

§ The provincial 
environmental 
policies 

Develop: 
§ The district 

regulations of local 
wage policies 

§ The local land use 
planning policies 

§ The 
district/municipal 
environmental 
policies 
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In the entry process of 
inward FDI 
 

• Issue investment 
license for FDI 
(the principle 
permit) 

 
• Issue the business 

license 
(operational 
permit) 

Issue some permits 
for foreign investors 
to obtain a business 
license (operational 
permit): 
§ the location permit 
§ the environmental 

permit 
§ the disturbance 

permit 
§ the land use and 

building permit 

Issue some permits for 
foreign investors to 
obtain a business 
license (operational 
permit): 
§ the location permit 
§ the environmental 

permit 
§ the disturbance 

permit 
§ the land use and 

building permit 

Investment promotion International 
investment promotion 

National and 
international 
investment 
promotion 

 

National and 
international 
investment 

Promotion 

 
Investment incentives 
provision 

 
Provide national 
financial and non-
financial incentives 
 

 
Provide financial and 
non-financial 
incentives 

 
Provide non-financial 
incentives 

 
Monitoring the 
operational process of 
inward FDI 
 
 

 
Monitoring at the 
national level 

 
Monitoring at the 
provincial level 

 
Monitoring at 
district/city level 

Source: Kuswanto et al., (2017) adapted from Law 23 on Local Governance (2014). 
 
In the management of FDI, the national government plays a crucial role in determining 

national investment policies. The provincial and district/municipal governments have the 

authority to determine local investment policies in accordance with national investment 

policies. For instance, the national government has the authority to develop the national 

general investment plan as a strategic term to attract FDI, to achieve inclusive investment, to 

determine investment priorities and to enhance the contribution of FDI to development 

(President Regulation No. 16 on the General Investment Plan, 2012). The national government 

has the authority to screen foreign investments by imposing certain requirements such as joint 

venture, divestment requirement and by restricting the foreign investment in certain sectors, 

and foreign equity (President Regulation No. 44, 2016). Moreover, the national government 
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has the authority to determine the licensing procedure for FDI, the guidance for investment 

promotion and the guidance for providing incentives.  

Regarding the authority to develop investment policies, the provincial and the district 

government have the authority to develop a local investment plan, local regulations on 

investment promotion and local regulations on local investment incentives by considering the 

national investment policies. For example, the district of Banyuwangi enacted local regulation 

to provide incentives for investment, which uses local products, empowers small and medium 

enterprises, and prioritizes local workers and local wisdom. The mechanism is voluntary 

instead of mandatory, which means the provincial and district governments have the option to 

develop those policies. 

In the licensing process, the national government, through BKPM, grants both the 

investment license (principle permit) and the business license (operational permit) for foreign 

investment. However, the provincial government and the district/municipal government issue 

some permits required to obtain the business license such as location permit, disturbance 

permit, land use permit, and building permit. The process of licensing application is through 

the investment one-stop service office. More specifically, the procedure of applying for the 

investment and business license is as follows: 1) Foreign companies apply to BKPM for an 

investment license through the one-stop service office (PTSP). Some documents are required 

such as the legal document of the company or the notarial establishment deed legalized by the 

Ministry of Law and the investment plan. 2) BKPM assesses the application based on 

regulation from the negative list of investment (NLI). Within a maximum of three days, if the 

company meets the requirement, BKPM approves the application by stipulating an investment 

license (principle permit). For investment worth more than 100 billion IDR and with the 

potential to create 1,000 jobs, approval is provided within three hours. 3) After getting the 

investment license, the companies need a business license to start business operation. Some 

documents are required such as the recommendations for technical ministries, evidence of the 

legality of the project, and permits from local government (location, disturbance, land use, 

building and environmental permits). 4) After the companies succeed in providing those 

requirements, the BKPM issues business license and fiscal/non-fiscal incentives, and the 

companies can start the construction (The Head of BKPM Regulation No. 14, 2015 and No. 6, 

2016). 

Although the licensing procedure is highly centralized, local government roles can 

significantly influence the ability of companies to establish a business in Indonesia. An 

official from BKPM asserted that many FDI projects were not realized due to the rejection by 



	
	

		
	 87 

the district heads, mayor or governors. The Bupati, Mayor or Governor rejected the permits 

(especially related to land use, environmental and disturbance permits) as required by the 

regulation (Interview with Head of Section in the Investment Monitoring Division, BKPM 

official, April 24th, 2017). The Head of Banyuwangi district also asserted that the district 

government does not have the authority to screen the FDI projects at the local level. 

Nevertheless, the district can use the environmental permit and land use planning as regulatory 

tools to screen the inward FDI, especially FDI projects which have potentially adverse impact 

on the local community (Interview with the head of Banyuwangi district, March 25th, 2016). A 

local official of MNC in Banyuwangi asserted that the roles of district government are 

significant, especially to assist MNCs in obtaining the disturbance permit and in the land 

acquisition (Interview with the MNC official on March 23rd, 2016). The MNCs officials in 

OKI asserted similar things: the MNCs received full support from the local government, 

especially related to land use permits. Without the support from the district governments, the 

MNCs would not be able to realize the projects (Interview with MNC officials in OKI, April 

16th and 20th, 2016).  

The national government coordinates the investment promotion activities. At the 

operational level, the collaboration between the different levels of government is substantial 

(Interview with the Head of Section in Investment Promotion Division, BKPM, April 25th, 

2017). Furthermore, he asserted that there are three mechanisms of investment promotions. 

Firstly, the BKPM seeks potential investors through promotional events. The BKPM invited 

the provincial and district government to participate in the events. For instance, Banyuwangi 

joined the event held by the BKPM and the Eastern Java in Australia in 2014 (Interview with 

the Head of Investment Division, Banyuwangi district, March 24th, 2016). In another example, 

the Eastern Java Province and BKPM had an investment promotion event in Surabaya on 

March 28th, 2016 which brought together potential investors with district governments in 

Eastern Java Province (Interview with Head of Investment Data and Management, March 27th, 

2016). Secondly, the BKPM coordinates the provision of information on potential investment 

in the regions. A BKPM official asserted that the BKPM provided information on the business 

opportunities and the region's potential for investments on its website (Interview with the 

Head of Section for Investment Promotion of BKPM, April 25th, 2017). To support that, the 

Head of Investment Division of OKI asserted that the district had provided videos, books, and 

booklets containing information on the potential of investment in OKI to be used by provincial 

governments and the BKPM (Interview with the Head of Investment OKI, April 5th, 2016). 
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Thirdly, the district and provincial government conduct investment promotion activities 

independently. For instance, OKI district in cooperation with the Ministry of Trade and the 

Ministry of Tourism held the OKI Expo in 2015. In another example, the Banyuwangi district 

held a meeting with the Ambassador of Canada and held 35 cultural events to attract potential 

investors in the tourism sector in 2016 (Interview with the Head of Banyuwangi district, 

March 25th, 2016). During the promotion, the provincial or district/municipal governments 

met potential investors and discussed possible cooperation with potential investors. 

Besides the investment promotion, the national government coordinates the monitoring 

activities. In implementation, the national government collaborates with the provincial and 

district government. According to the head of BKPM, Regulation No. 17 on investment 

monitoring (2015) aims to ensure that the projects are well implemented and to evaluate 

companies’ compliance with the applicable laws and regulations. The mechanism of 

cooperation between the national, provincial and district government is integrated into the 

online system, namely the investment monitoring report system (LKPM4). The monitoring 

mechanism is as follows: 1) the companies send the reports regarding their investment 

activities every three or six months through the online report system; 2) regarding the report, 

the officials at district/municipal level verify the reports; 3) the officials from district level 

give comments and/or approval regarding the report to be continued to the provincial level; 4) 

the officials at the provincial level verify the reports from the companies and provide approval 

to be delivered to the BKPM; 5) the BKPM officials make final statements about the reports 

(Head of BKPM Regulation No. 17, 2015).  

An official of BKPM argued that the roles of district governments in the monitoring 

processes are significant because the district governments have a better understanding of what 

happens in the location compared to the national and provincial governments (Interview with 

Head of Section for investment monitoring division, BKPM on April 24th, 2017). The 

officials in OKI and Banyuwangi also confirmed that in the monitoring process, the provincial 

and the national governments are highly dependent on the district government officials. One 

of the biggest challenges in monitoring activities is that the company’s compliance in 

providing reports is low (Interview with Head of Investment of Banyuwangi, March 24th, 2016 

and the Head of Investment of OKI, April 5th, 2016). To support the monitoring activities, the 

BKPM provides the de-concentration fund for about IDR 700 million per year per province to 

																																																													
4 LKPM is Laporan Kegiatan Penanaman Modal (The Report on the implementation of investment). 
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monitor the FDI projects (Interview with Head of Section for investment monitoring division, 

BKPM on April 24th, 2017). 

Despite the fact that the licensing procedure is highly centralized, Law No. 23 on local 

governance (2014) gives the bupati, mayor and governor great power to regulate the FDI in 

the region. Firstly, the district and provincial governments have the authority to regulate land 

use planning and environmental standards in the region. Using those regulations, the 

provincial and district governments issue the environmental permits and the land use and 

building permits. Secondly, the provincial and district governments have the authority to 

impose local taxes regarding any economic activities in their regions (Law No. 28 on local 

taxes and user charges, 2009). Thirdly, the provincial and district governments have the 

authority to create local regulations related to the regional wage standards (Law 13 on the 

workforce, 2003). Lastly, the provincial and district governments have the authority to make 

companies conduct charitable activities as part of the corporate social responsibility (Law 40 

on the Company, 2007). 

Concluding from our analysis above, we find that the governance type in the FDI 

management in Indonesia follows type I of MLG model. Several characteristics of type I of 

MLG match with the power arrangement model. Firstly, we found that three different 

jurisdictions are established: national, provincial, and district/municipal governments. Each 

jurisdiction possesses general purposes as suggested by type I of MLG. For instance, all levels 

of government conduct investment promotion, monitoring activities, and determine investment 

policies in their jurisdiction. Secondly, we found that the interaction activities are formal and 

regulated by the laws and regulations. The national government determines standards and 

procedures to be followed by district governments through technical regulations. For instance, 

the national government determines regulations on how district and provincial governments 

conduct investment promotion, provide investment incentives and grant investment permits. 

Thirdly, and most interestingly, different from the characteristic of type I of MLG, some 

government functions in the process of managing inward FDI overlap, so that cooperation 

between officials at different levels is crucial. For instance, in the investment promotion, in the 

monitoring activities, or even in the screening processes, cooperation is required. We also 

found that there is a gap of interest between the central/national, provincial and district 

governments in the interaction. The central/national government focuses on attracting foreign 

investors, while the district and provincial governments aim to steer foreign investment 

through policy interventions. The Head of Banyuwangi district demanded the national 



	
90 

government to be more selective in the screening process and give larger roles to some 

innovative regions (Interview with the Head of Banyuwangi district, March 25th, 2016).  

As the above has shown, collaboration is substantial. The next important issue to 

investigate is the collaboration process in implementing policies, and what factors might 

contribute to the success of the collaboration. In the following section, we discuss the 

interaction between the government actors in implementing policies to improve investment 

climates in Indonesia. We use three policies to improve the investment climate as illustrative 

case studies: harmonization regulations, the establishment of PTSP, and infrastructure 

development,. 

4.6 INTERACTION BETWEEN THE NATIONAL-PROVINCIAL-DISTRICT 

GOVERNMENTS IN IMPROVING THE INVESTMENT CLIMATE 

In the following section, we illustrate the interaction between government actors at the 

different levels of government using the cases of implementation of three important policies to 

improve the investment climate. The case studies show the importance of cooperation between 

the government levels.  

4.6.1 The harmonization of the regulations. 

As explained in the previous section, the decentralization law has given big power to 

the provincial and district government to enact local regulations. Some studies found that 

many districts enact local regulations which hamper investment and business climates (Asian 

Development Bank, 2005 and LPEM-UI, 2002). In response to that problem, the government 

has attempted to harmonize those regulations.  

To achieve that objective, central government uses hierarchical governance as the 

mode of governance. It means that the government exercises the authority to force provincial 

and district governments to follow the national government. Two mechanisms are used to 

harmonize the local regulations. Firstly, the national government creates guidance for local 

governments in enacting local regulations, and the draft of local regulation must get approval 

from the national government. In 2009, Law No. 28 on local taxes and user charges (2009) 

was enacted. The law determines the norms, standards, and criteria of economic sectors which 

local government can impose the local tax. It also defines the list of permissible local taxes 

and user charges, the norms to use the local taxes and user charges. The law also requires that 

all drafts of local regulations related to local taxes are approved by the Minister of Finance 

and the Minister of Home Affairs. Furthermore, the Minister of Home Affairs created 

Ministerial Regulation No. 80 on the enactment of the local regulation (2015) to regulate the 
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procedure of the enactment of local regulations. Several steps need to be followed. At the 

initial stage, public consultations should be arranged to provide sufficient room for public 

participation, and a strong academic analysis should be provided. After the draft is ready, the 

draft should be consulted with the national government through the Minister of Home Affairs 

and get pre-approval from the Minister. Before being enacted, the draft of district regulations 

must get approval from the Governor, and the draft of provincial regulations must get approval 

from the Minister (Minister of Home Affairs Regulation No 80/2015). Other local regulations 

related to the local budget and land use planning are regulated differently but follow the 

similar mechanism in which the draft is consulted and then approved by the national 

government.  

The second mechanism is that the national government abolishes local regulations 

which contradict with national law, public interest and moral norms. Law 23 on Local 

Governance (2014) gives the Ministry of Home Affairs the power to revoke local regulations 

which contradict national laws and public interest. The mechanism to abolish the local 

regulations is regulated in the Minister of Home Affairs Regulation No. 80 on the enactment 

of local regulation (2015). The Minister of Home Affairs has the authority to abolish 

provincial regulations which contradict national laws, public interest, and moral norms. The 

governor has the authority to abolish the district/municipal regulations which contradict with 

national law, public interest, and moral norms. If the governor is unable to fulfill the 

assignments, the Minister of Home Affairs gives the governor a warning. After getting a 

warning, if the governor is still unable to do that, the Minister takes over the assignment to 

abolish the local regulations. The procedure of the abolition is as follows: 

1) Some organizations or individuals report the provincial regulations which do not comply 

with national laws or against the public interest. 

2) The Minister creates a team to assess the provincial regulations. The team consists of 

senior officials at the Ministry from different divisions such as a legal bureau, local 

finance division, local development division, and regional autonomy division. 

3) The team assesses the reported provincial regulations based on three criteria: the 

compliance with national law, the public interest, and moral standard. The team works to 

a maximum of 30 days. 

4) If the team finds that the provincial regulations violate the three standards above, it 

prepares a Ministerial Decree to abolish the regulations. 

5) The Legal Bureau at the Ministry harmonizes the drafts of Ministerial Decree.  
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6) The Minister abolishes the regulation by signing the decree. 

7) The Provincial government has seven days to revoke the provincial regulations. 

8) If the Provincial government has an objection, within 14 days, the governor and head of 

provincial councils can submit the objection to the President. 

9) The President then assesses the objections and gives a final decision through Presidential 

Decree. 

A similar procedure applies to abolishing the district and municipal regulations by the 

Governor. The Governor creates a team to assess the district or municipal regulations and 

creates the Governor decree to abolish the regulations. If the districts or cities have objections, 

they can send them to the Minister of Home Affairs for the final decision. The Minister also 

can take over that assignment by abolishing the district regulations through the Ministerial 

Decree. In 2016, the Minister abolished 3,143 local regulations (Ministry of Home Affairs, 

2016).  

The use of coercive power is ineffective. A study conducted by Suparman et al. (2017) 

found significant evidence that the district and municipal governments ignore the procedure 

determined by the ministerial decree and keep producing hundreds of local regulations which 

contradict national laws and impede business in the regions. It can be seen from the fact that 

there are 3,143 local regulations that contradict with national laws and public interest 

(Ministry of Home Affairs, 2016).  

Several weaknesses of the mode of governance used are identified. Firstly, the capacity 

of provincial governments and the ministry offices to evaluate the draft of local regulations is 

inadequate. An official from the legal bureau of MoHA asserted that the assessment of draft of 

local regulations is a difficult assignment because of the capacity of the evaluators. For 

instance, many personnel involved in the process do not have a legal academic background 

(Interview with an official in Legal Bureau, Ministry of Home Affairs on February 28th, 

2018). Butt and Parson (2009) asserts that the mechanism of getting approval from the 

provinces and national government for the draft of local regulations is flawed because of the 

inadequate capacity of provincial government and the ministerial offices to accomplish the 

assignments. A senior official at the Ministry of Home Affairs also asserts that the 30 days 

provided for the team to evaluate the local regulations is hard to fulfill with the current staff. 

Coordination with other ministries is also a significant obstacle in the process (Interview with 

a senior official at Directorate Regional Autonomy, MoHA on February 28th, 2018).  

Secondly, the mode of governance creates distrust among levels of government. The 

district government challenged the use of coercive power in the constitutional court. The 
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district governments, supported by the district government association, filed a lawsuit with the 

Constitutional Court on October 25th, 2015. The district government argued that Verse 251 of 

Law 23 on Local Governance (2014), which gives the Minister of Home Affairs a power to 

abolish local regulation, violates the Indonesian constitution. That power has negated the 

voice of people because the Bupati or Governor are directly elected by people and have strong 

legitimacy. Therefore, the district governments requested the constitutional court to revoke 

Verse 251. After hearing from both sides, the constitutional courts delivered the decision to 

uphold the argument of the district governments. Therefore, Verse 251 of Law 23 on Local 

Governance (2014) was revoked and considered unconstitutional. The Minister of Home 

Affairs is no longer able to abolish the local regulations (Constitution Courts Decision No 

137/PUU/XIII/2015). Furthermore, many district and provincial governments do not follow 

the regulation. A senior MoHA official of the MoHA acknowledges that many districts and 

provincial governments did not consult the draft of local regulations to the provincial 

governments or the MoHA although it is an obligatory process (Interview with a senior 

official at Directorate Regional Autonomy, MoHA on February 28th, 2018). The Head of the 

Legal Bureau at BKPM also described how difficult it is to get the district governments to 

obey the rules. He asserted that the district government heads and heads of local councils 

behave like little kings (Interview with Head of Legal Bureau BKPM on March 20th, 2017). 

The case above illustrates how the policies are implemented using the power, which resulted 

in the rejection from the district and provincial governments. In the following section, we 

illustrate another example of how the government actors interact in the implementation of 

policies.  

4.6.2 The establishment of PTSP to simplify the licensing procedure  

Besides the harmonization of regulations, the government has implemented a policy to 

establish the one-stop service offices (PTSP) in investment to simplify the licensing 

procedure. The PTSP or the one-stop services office is the mechanism for obtaining licenses in 

which the procedures from the application until the licenses are ready are integrated in one 

place. The PTSP is expected to be able to minimize the transaction cost and rent seekers in the 

licensing process.  

In the beginning, we found that the idea of PTSP came from several district 

governments. It seems that self-governance is the most appropriate mode of governance to 

explain the way of district governments to overcome the issue of rent seekers. After the 

implementation of decentralization, many district governments had the initial idea to establish 
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a PTSP office. For example, the OKI district established a PTSP office equipped with an 

electronic system in 2008. At that time, the head of the district also had decentralized the 

authority to grant the licenses to the head of PTSP office (Interview with Head of Investment 

OKI district on April 5th, 2016). Similarly, Sragen district, Central Java established a PTSP 

office equipped with an electronic system in 2002 and Banyuwangi in 2008. The Section Head 

for Agriculture, Fishery and Maritime at Deregulation Division, BKPM asserted that the 

initiative to establish PTSPs came from the reform-minded Bupati (Interview with the Section 

Head for Agriculture, Fishery and Maritime at Deregulation Division, BKPM on April 18th, 

2017). The role of the national government in this period was to provide the standard and 

guidance in the establishment (Ministry of Home Affairs Regulation 24/2006). 

The innovation conducted by those districts was spread and became benchmarks for 

other districts. As the enthusiasm to adopt the good practice of the PTSP was high, some 

districts created a network called the PTSP Forum. The PTSP Forum is an informal network 

for all the PTSP offices that aims to share information about policies and innovation (Priyono 

et al., 2015). Due to the importance of the forum in the learning processes, many forums have 

now been established at all geographical levels: provincial, regional, and national. 

Furthermore, the provincial governments and the national governments utilize the forums as a 

tool to oversee the PTSP at the district level and to disseminate national policies. Many 

provinces have provided financial support to the forums for coordination activities, meetings, 

seminars, and training to enhance the capacity of local officials.  

In 2009, the establishment of PTSP became mandatory for all levels of government 

(President Regulation 27/2009). The government set several objectives, as follows: 1) the 

establishment of a one-stop service office (PTSP) for investment in every region across the 

nation; 2) the implementation of the electronic system on investment (SPIPISE) related to the 

licensing procedure and the investment information in every PTSP; 3) the Head of the District 

have granted the authority to issue the licenses to the Head of PTSP. 

In the implementation, the mode of governance used is co-governance, namely 

collaboration between all levels of government. Three ministries are involved: the BKPM, the 

Ministry of Bureaucratic Reform, and the Ministry of Home Affairs (MoHA). Their functions 

are as follows: BKPM assists in the procedure of investment, the Ministry of Bureaucratic 

Reform assisst in term of human resources and organizational structure, and the MoHA 

monitors the operation of the PTSPs (Kuswanto et al., 2015). 

 Kuswanto et al. (2015) assert that there are two mechanisms of cooperation in 

implementing the policy. Firstly, the national government provides a grant which is called the 
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de-concentration fund for the provincial government to monitor and assist the implementation 

of PTSPs at the district level. The deconcentration fund is about IDR 500 million per year to 

each province (Ministry of Home Affairs, 2013). The grant aims to support the district 

governments in establishing the PTSP offices, to assist the district governments with 

organization and human resources, and to coordinate and to monitor the progress of the 

implementation of the policy.  

 Secondly, BKPM provides Regional Investment Awards to regions that perform well 

in term of PTSPs. The award recognises a local government’s commitment to improving the 

investment climates. The award is expected to encourage other districts to establish PTSP 

offices and to enhance the quality of their services. Table 4.4 shows the districts, 

municipalities, and provinces which received the awards. 

Table 4.4 The Recipients of The Regional Investment Award 

Year The Best Districts The Best 
Municipalities 

The Best Provinces 

2009 1. Purwakarta 
2. Sidoarjo 
3. Sragen 

1. Yogyakarta 
2. Cimahi 
3. Bandung 

- 

2010 1. Sragen 
2. Sidoarjo 
3. Purwakarta 

1. Cimahi 
2. Pekalongan 
3. Bitung 

1. East Java  
2. South Sumatera 
3. West Java 

2011 1. Rokan Hulu 
2. Indragiri Hulu 
3. Ogan 

Komering Ilir 

1. Pare-pare 

2. Dumai 
3. Surakarta 

 

1. Aceh 
2. Central Java 
3. West Kalimantan 
4. South Sulawesi 
5. Central Sulawesi 
6. North Sulawesi 
7. West Sulawesi 

2012 1. Sragen 
2. Purwakarta 
3. Trenggalek 

1. Palembang 
2. Semarang 
3. Salatiga 

1. Eastern Java 
2. West Sumatera 
3. West Java 

2013 1. Ogan 
Komering Ilir 

2. Lamongan 
3. Rokan Hulu 

1. Payakumbuh 
2. Tarakan 
3. Pare pare 

1. Eastern Java 
2. Western Java 
3. Eastern Kalimantan 

2014 1. Sragen 
2. Indragiri Hulu 
3. Siak 

1. Bitung 
2. Surakarta 
3. Pekanbaru 

1. East Java 
2. South Sumatera 
3. Yogyakarta 

2016 1. Siak 
2. Demak 
3. Boyolali 

1. Palembang 
2. Pekalongan 
3. Banjar 

1. South Sulawesi 
2. East Kalimantan 
3. South Sumatera 

Source: BKPM, 2016 
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 Our examination found that those two mechanisms have successfully encouraged the 

district and provincial governments to establish PTSP offices. Data from BKPM (2016) shows 

that the PTSP offices have been established in almost all regions in Indonesia; only 28 out of 

486 (6%) districts/municipalities have not yet established PTSP offices. Furthermore, the head 

of district or mayor has not decentralized the licensing authority to the head of the PTSP office 

in only ten of the districts/municipalities (2%). Nevertheless, around one-third of the PTSP 

offices in the districts are not equipped with electronic systems, so they are not yet integrated 

with the provincial and the national governments. 

 Our research also found some challenges in the policy implementation. Firstly, 

although the majority of the districts have established the PTSP office, BKPM data (2016) 

shows that the most of the PTSP offices do not meet the national standards defined by the 

national government. Furthermore, only eleven provinces, forty districts, and twenty 

municipalities are categorized as having good or very good PTSP offices by the BKPM (see 

table 4.5). By using three criteria: the adequacy of the human resources, the soft and hard 

infrastructure, and the public satisfaction about the services, the BKPM assessed the quality of 

PTSP offices across the regions. The assessment resulted in the five categories of the PTSP 

offices: 

1)  unqualified: those which do not meet national standards. 

2)  one star: those with poor services performance (score 60 to 69,99). 

3)  two stars: those with good performance (score 70 to 79.99). 

4)  three stars: those with very good performance (score 80 to 89.00). 

5)  four stars: those with outstanding performance (score 90 to 100). 

Table 4.5 Categories of the PTSP Office in 2016 

No Categories of PTSP Office Provinces Districts Municipalities 

1 The four-star PTSP offices (excellent) 0 0 0 

2 The three-star PTSP offices (very good) 0 7 3 

3 The two-star PTSP offices (good) 13 35 17 

4 The one-star PTSP offices (poor) 11 92 36 

5 The unqualified PTSP offices 10 282 42 

Source: BKPM (2016) Profile of 266 offices of the one-stop service of district/municipalities 

Note: the qualification of the PTSPs is based on the assessment and survey conducted by the BKPM 
looking at three criteria: quality of human resources, the adequacy of infrastructure, and public 
satisfaction toward the services. 
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 Secondly, we found that there is strong opposition from many local civil servants to 

the initial process. A study on the establishment of PTSPs across the region conducted by 

Priyono et al. (2015) found similar facts: that many technical local agencies (SKPD) refused to 

decentralize the licensing authorities to the PTSP offices. The Head of the PTSP office in the 

OKI district asserted that, in the beginning, there was strong resistance from local agencies to 

decentralize the licensing authorities to the PTSP. Although the PTSP office has been 

established, there is no guarantee that the local agencies are willing to delegate their licensing 

authority (Interview with the Head of PTSP Office of OKI, April 5th, 2016). The Head of 

Section for Deregulation at BKPM asserted that many local agencies do not want to delegate 

the licensing authority. As a result, although the PTSP offices have been established, the 

customers still have to go to the local agencies to obtain permits (Interview with the Section 

Head of Agriculture, Fishery, and Maritime for the Deputy of Deregulation, BKPM Office, 

April 18th, 2017). 

Thirdly, the political commitment of the district heads, mayors, and governors is not 

always strong. The Head of Section for Deregulation at BKPM argues that some governors, 

head of districts and mayors had a strong commitment and can be categorized as reform-

minded leaders, but unfortunately they are in the minority (The Section Head of Agriculture, 

Fishery, and Maritime for the Deputy of Deregulation, BKPM Office, April 18th, 2017). In the 

interview, the Head of Legal Bureau at BKPM similarly asserted that the licensing authority is 

a source of “money” for officials, so only a reform-minded person will give the licensing 

authority to the PTSP (Interview with Head of Legal Bureau of BKPM, March 15th, 2016). 

The Head of PTSP Baru asserted that the biggest challenge to establishing a good quality 

PTSP office was the fact that head of district viewed PTSP as an unimportant and not strategic 

policy (Priyono et al., 2015) 

Fourthly, the operation of PTSP offices is constrained by lack of human and financial 

resources. Priyono et al. (2015) found that the operation of PTSPs is impacted by the tour of 

duty mechanism in civil servants’ careers, which sees many staff transferred to other divisions. 

An official from BKPM also argued that the BKPM has trained two persons to manage the 

SPIPISE per district. Nevertheless, these people are always transferred to other agencies 

without transferring the knowledge to the new person in charge (Interview with The Section 

Head of Agriculture, Fishery, and Maritime for the Deputy of Deregulation, BKPM Office, 

April 18th, 2017). The Head of Division of Investment in OKI district explained that in his 

division only one person can operate the SPIPISE system and the offices are highly reliant on 
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that person. Therefore, the process takes longer time than expected (Interview with the Head 

of Investment Division OKI, April 5th, 2016). 

4.6.3 Infrastructure Development 

The section illustrates the interaction between the different levels of government to 

overcome the infrastructure problem. We found that the collaboration between the different 

levels of government is used to improve the infrastructure. The model used is co-governance. 

Using Banyuwangi and OKI cases, we found that there are three mechanisms in the 

implementation of the policies. Firstly, due to the limited financial capacity of the district 

government, the national government provides a grant called the Special Allocation Fund 

(SAF). The SAF is a conditional closed grant given by the national government to the local 

government to fund public services, including infrastructure projects such as the construction 

of bridges, schools and hospitals (Law No 33, 2004). Data on the local budget of OKI and 

Banyuwangi from 2017 shows that those districts have a small amount of local revenue, only 

IDR 388.6 billion from the total budget of IDR 2.7 trillion (Pemkab Banyuwangi, 2017), and 

IDR 388 billion from the total budget of IDR 2.2 trillion (Pemkab OKI, 2017), respectively. 

To fund the infrastructure project, the districts are highly reliant on the SAF (see table 4.6). 

Although those districts have a budget limitation, the OKI district has developed 934 km of 

district roads, 80 small bridges, 150 km of electricity lines and 1,078 points of clean water 

access in 34 villages (Kurniawan, 2015). Similarly, the Banyuwangi district has developed 

1000 km of irrigation lines and 800 km of roads (Pemkab Banyuwangi, 2016). 

Table 4.6. Allocation of Special Allocation Fund to Banyuwangi and OKI District from 2010 to 2015 

Year Banyuwangi 
(IDR million) 

OKI                
(IDR Million) 

Total National 
(IDR Million) 

2010 62,545 67,107 21,133,382 

2011 62,931 56,645 29.,02,800 

2012 67,656 82,721 26,119,948 

2013 76,998 54,371 21,597,143 

2014 64,054 72,322 30,000,000 

2015 51,561 81,077 33,000,000 

Total 385,745 414,245 161,753,273 

Source: Ministry of Finance data, compiled by Kuswanto 
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Secondly, the infrastructure is developed through the direct collaboration between all 

levels of government. For example, Belimbingsari airport in Banyuwangi was developed from 

2004 to 2008 through a collaboration between the national government, a state-owned 

company, and the district government. The district government was responsible for providing 

land, and the national government was responsible for the construction. The airport opened in 

2010, and initially served four flights per day. Between 2014 and 2017 the airport was 

expanded due to the increase of the passengers, through collaboration between the national, 

provincial, and district governments. The national government was responsible for developing 

the runaway, taxiway, and apron and spent IDR 300 billion (Chandra, 2017). On the other 

hand, the district and provincial government spent IDR 45 billion to develop the new, green 

terminal building. Co-management is also used in the maintaining the asset through the 

Memorandum of Understanding between the Bupati Banyuwangi and the Director General of 

Air Transportation, Ministry of Transportation (Chandra, 2017). 

Similarly, the district of OKI, the Southern Sumatera Province and national 

government collaborated to develop infrastructure in OKI. For instance, the district, province 

and national governments worked together to develop 34 km of toll road connecting 

Kayuagung, OKI to Jakabaring, Palembang as part of a 111.7 km toll road connecting 

Kayuagung, OKI – Palembang – Betung (Musi Banyuasin). As an initiator, the district of OKI 

spent IDR 65 billion to purchase the land for the toll road, and the provincial and the national 

governments provided the rest of the funds and constructed the road itself (Interview with the 

Head of OKI district, April 5th, 2016). 

Thirdly, the infrastructure is developed through collaboration between district 

government, state-owned enterprises, private companies, and the national government. For 

instance, there was a collaboration between the district and PT Perkebunan Nusantara (PTPN) 

XII, PT Pelindo III, PT Surabaya Industrial Estate Rungkut (PT SIER) and the Eastern Java 

Provincial Government to develop industrial parks in Banyuwangi (Interview with the Head of 

Banyuwangi district on March 25th, 2016). The district has plans to develop 2200 hectares of 

eco-industrial park, namely Banyuwangi Industrial Estate Wongsorejo (BIEW) and Kampe 

Industrial Estate Banyuwangi (KIEB). According to the MoU signed in 2004, the PTPN as the 

owner of the lands agreed to give the land for the development of the industrial park. PT 

Pelindo III is charged with managing the terminal and providing the port’s facilities. The PT 

SIER is responsible for developing and managing the industrial park, and the district and 
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provincial governments are responsible for changing the land use planning (Rachmawati, 

2014). 

Another example is the development of Marina Port in the Boom beach Banyuwangi. 

In 2013, the district and the company signed a Memorandum of Understanding as a basis for 

managing the boom beach, including the development of infrastructure to support tourism 

(Pemkab Banyuwangi, 2013). After conducting the environmental impact assessment and 

feasibility studies, and completing the administrative procedure, the development began in 

2015. The district and the company signed a cooperation agreement to determine the land use 

plan, the roles of each party in the management, and the establishment of a new joint venture 

company to manage the port. The port can accommodate 150 cruise ships in Banyuwangi 

(Rachmawati, 2015).  

The district also cooperated with state-owned enterprises, PT Telkom and the Ministry 

of Information to develop a program called the Banyuwangi digital society (Anas, 2013). PT 

Telkom provided a high-speed internet connection, installed 1,400 free Wi-Fi hotspots, gave 

the supporting application for e-government in Banyuwangi, developed a tourist information 

center, and gave cars with internet access (mobile internet) to the district.  

 

4.7 CONCLUSION 

This chapter examined the interaction of government actors at the national, provincial 

and district levels in the process of managing inward FDI under the decentralized system. We 

began by examining the distribution of the authorities and functions, followed by an 

examination of the mechanism of interaction in improving the investment climate.  

From the examination, several findings are revealed. Firstly, we found that the national 

government is the dominant actor in administering the licensing process for inward FDI. The 

BKPM is the national government agency to screen inward FDI, coordinate investment 

policies, coordinate investment promotion, coordinate the development of the investment 

information system, and coordinate the investment monitoring activities. In the licensing 

procedure, the BKPM issues both the investment license (principle permit) and the business 

license (operational permit) for inward FDI. The processes are regulated by the Head of 

BKPM Decree and through the offices of the one-stop service. 
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Secondly, although the national government plays a dominant role, under the 

decentralized system, the local governments play important roles, and the collaboration 

between the different levels of government is crucial. In the licensing process, the local 

governments are authorized to issue permits related to the location of the projects such as 

environmental permits, land use permits, building permits, and disturbance permits. Those 

permits are required to obtain a business license for inward FDI.  In the investment policy 

development process, the provincial and district governments have the power to enact local 

regulations on local taxes, local wage standards, environment standards, land use planning and 

local investment policies. In the promotion and monitoring activities, local governments have 

the authority to conduct the activities independently, coordinated by the national government. 

Therefore, our research suggests that the cooperation among different levels of government is 

required to manage the inward FDI. This model follows the type I of Multi-level governance.  

  Thirdly, in our assessment of the interaction between the national, provincial and 

district governments in the implementation of policies to improve the investment climates, we 

found that co-governance is more often used by the government since it is more effective than 

hierarchical governance. For instance, in the process of harmonizing the policies at the 

different levels of government, the central government used its coercive power to pressure the 

provincial and district/municipal government not to produce local regulations which contradict 

the national policies and are against the public interest. This method is ineffective because it is 

not followed by  practical efforts to enhance the capacity of local government officials. As a 

result, it has received both legal and political challenges from local government, as the mode 

is not democratic. On the other hand, the case studies of Banyuwangi and OKI have proven 

that the cooperation between different levels of government is crucial to improving the 

investment climates, primarily in terms of the establishment of PTSP and the infrastructure 

development. The financial support, technical assistance, and awards provided by the national 

and provincial governments are crucial in the establishment of PTSP offices. In infrastructure 

development, the cooperation is conducted through several mechanisms. The national 

government and provincial government provide financial support for the construction of the 

infrastructure projects, sponsors the co-management, and supports the public-private 

partnership at the district levels.  

 Having learned from the cooperation, we found that the keys to success in the 

collaboration are the adequate capacity and strong commitment of both parties. In the 

implementation policy to establish the PTSP offices across regions, without a strong 
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commitment of the district heads, the objectives are not achieved well. Furthermore, the 

adequate capacity of local officials is pivotal to making the projects sustainable. Similarly, the 

case of the infrastructure projects shows that the commitment and capacities of all parties 

contribute to the success of the cooperation.  

 From the above explanation, the cooperation between the government levels is important 

to ensure the investment policies achieve their objectives. Furthermore, the decentralized 

system has increased the roles of sub-national government in the process of managing inward 

FDI. The next interesting and important question is whether the decentralized system allows 

local governments to negotiate with MNCs and how the local governments engage with 

MNCs under the decentralized system. In the following chapter, we assess the bargaining 

relationship between the local governments and MNCs under the decentralized system in 

Indonesia. 
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